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Marrrews, Carter aND Bovce, ».c.

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report

Managing Member
Mercator Securities LLC
Reston, Virginia

We have audited the accompanying Statements of Financial Condition of Mercator Securities LLC as
of December 31, 2003 and 2002, and the related statements of operations, member’s equity, and
cash flows for the years then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit

" includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial

statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Mercator Securities LLC as of December 31, 2003 and 2002, and the resuits of
its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained on pages 8 and 9 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

@W,&w;&\w

Fairfax, Virginia
February 5, 2004
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MERCATOR SECURITIES LLC

STATEMENTS OF FINANCIAL CONDITION

DECEMBER 31, 2003 AND 2002

ASSETS

Cash
Accounts receivable
Prepaid expenses

TOTAL ASSETS

LIABILITIES AND MEMBER’'S EQUITY

Accounts payable
Member’s equity

TOTAL LIABILITIES AND MEMBER’S EQUITY

The accompanying notes are an integral part of these financial statements.

-2-

2003 2002

17,898 23,646
37,585

96 1,200
17.994 62.431
2,585
17,994 59,846
17,994 62,431
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MERCATOR SECURITIES LLC
STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

2003 2002
REVENUES .
Retainer fees ‘ $ 253,000 $ 582,460
Success fees 1,046,667 ---
Interest income 299 532
Total Revenues $ 1,299,966 $§ 582,992
EXPENSES
Bank service charges : $ 300 § 360
Bad debt 22,402 ---
Dues and subscriptions 2,550 150
Insurance 506
Licenses and permits 1,566 1,405
Taxes o 100
Total Expenses $ 26,818 $ 2,621
NET INCOME $ 1,273,148 $ 580,471

The accompanying notes are an integral part of these financial statements.
-3-
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MERCATOR SECURITIES LLC
STATEMENTS OF MEMBER'S EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

BALANCE, JANUARY 1, 2002 $ 9,821
Net income 580,471
Distributions to member { 530,446)

BALANCE, DECEMBER 31, 2002 $ 59,846
Net income 1,273,148
Distributions to member - . (1,315,000)

BALANCE, DECEMBER 31, 2003 $ 17,994

The accompanying notes are an integral part of these financial statements.
-4-
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MERCATOR SECURITIES LLC
STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 1,273,148 ¢ 580,471
Adjustment to reconcile net income to net cash provided
by operating activities: ‘
(Increase) decrease in assets:

Accounts receivable 37,585 { ° 37,58b)
Prepaid expense 1,104 | 1,200)
Increase (decrease) in liabilities:
Accounts payable { 2,585) 2,585
Net Cash Provided by Operating Activities $ 1,309,252 $ 544,271

CASH FLOWS FROM FINANCING ACTIVITIES

Member distributions {1,315,000) _( 530,446)
NET (DECREASE) INCREASE IN CASH ‘. $( 5,748) $ 13,825
CASH, BEGINNING OF YEAR 23,646 9,821
CASH, END OF YEAR ' ¢ 17,898 $ 23,646

The accompanying notes are an integral part of these financial statements.
-5-
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Note 1.

Note 2.

Note 3.

MERCATOR SECURITIES LLC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2003 AND 2002

Organization

Mercator Securities LLC was organized on July 27, 2001 as a Delaware limited liability

company. The Company is a registered broker-dealer and member firm of the National
Association of Securities Dealers (NASD).

Significant Accounting Policies

Cash and Cash Equivalents
The Company maintains cash balances which may exceed federally insured limits. The
Company does not believe that this results in any significant credit risk.

For purposes of financial statement presentation, the Company considers investments with
original maturities of three months or less to be cash equivalents.

Revenue Recognition

The accompanying financial statements are prepared on the accrual basis. Fees are
recognized in accordance with the contractual terms of client engagements. These
engagements may provide for monthly retainers in addition to success fees upon completion
of the engagement. Expenses are recognized when incurred.

Income Taxes

The Company was organized as a limited liability company and has elected not to be treated
as an association for Federal income tax purposes. Under these provisions, the Company
does not pay Federal or state income taxes. The member is liable for any Federal or state
income taxes on the Company’s taxable income. Consequently, income taxes have not
been recorded in the accompanying financial statements.

Use of Accounting Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the
financial statements. Actual results could differ from those estimates.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule 15¢3-1, which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 8 to 1. At
December 31, 2003 and 2002, the Company had net capital of $17,540 and $20,588,
respectively, which was $12,540 and $15,588, respectively, in excess of its required net
capital of $5,000. The Company did not have any liabilities at December 31, 2003. The
Company had an aggregate indebtedness to net capital ratio of .13 to 1 at December 31,
2002,



Note 4.

Note 5.

MERCATOR SECURITES LLC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2003 AND 2002

Reserve Requirements

The Company is exempt from provisions of the Securities and Exchange Commission
Reserve Requirement Rule 15c¢3-3 under clause (k)}{2){i), in that the Company carries no
margin accounts, promptly transmits all customer funds and delivers all securities received in
connection with its activities as a broker or dealer, does not otherwise hold or securities for,
or owe money or securities to, customers and effectuates all financial transactions between
the broker or dealer and its customers through one or more bank accounts, each to be
designated as “Special Account for the Exclusive Benefit of Customers”.

Related Party Transactions

The Company’s member has agreed to pay certain operating expenses incurred by the
Company. The agreement includes, among other items, rent and personnel costs.
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MERCATOR SECURITIES LLC
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF
THE SECURITIES AND EXCHANGE COMMISSION

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

2003 2002
Total member’s equity from the statement of financial condition $ 17,994 $ 59,846
Deduct member’s equity not allowable for net capital
Total Member’s Equity Qualified for Net Capital $ 17,994 $ 59,846
A.  Add, liabilities subordinated to claims of general creditors
allowable in computation of net capital --- ---

B. Other (deductions) or allowable credits
Total Capital and Allowable Subordinated Liabilities $ 17,994 $ 59,846
Deduction and/or charges:

A. Total nonallowable assets from statement of financial condition ( 96) ( 38,785)

B. Secured demand note deficiency ---

C. Commodity futures contracts and spot commodities —

proprietary capital charges - —
D. Other deductions and/or charges - -
Net Capital Before Haircuts on Securities Positions B $ 17,898 $ 21,061
Haircuts on securities (computed, where applicable, pursuant to 15¢3-1(f)):
A. Contractual securities commitments —--
B. Subordinated securities borrowing - -
C. Trading and investment securities:
1. Exempted securities —
2. Debt securities - —
3. Options
4. Other securities { 358) | 473)
D. Undue concentration - -
E. Other (list) - -
Net Capital $ 17.540 $ 20,588

There are no material differences in the computation of net capital between this audited report and the
unaudited Focus Report at December 31, 2003 and 2002. {Part HA-Form X-17A-5)



MERCATOR SECURITIES LLC

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT AND
COMPUTATION OF AGGREGATED INDEBTEDNESS UNDER RULE 15¢3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION

FOR THE YEARS ENDED DECEMBER 31, 2003 AND. 2002

Computation of Basic Net Capital Requirement

11.

12.

13.

14.

15.

Minimum net capital required {12 1/2% of line 19)

Minimum dollar net capital requirement of reporting broker or dealer

Net capital requirement
Excess net capital

Excess net capital at 1000%

Computation of Aggregate Indebtedness

16.

17.

19.

20.

Total A.1 liabilities from statement of financial condition

Add:

A. Drafts for immediate credit

B. Market value of securities borrowed for which no equivalent
value is paid or credited

C. Other recorded amounts

Total aggregafe indebtedness

Percentage of aggregate indebtedness to net capital

2003 2002
--- 323
5,000 5,000
5,000 5,000
12,540 15,588
17,540 20,330
--- 2,585
2,585
0% 13%

There are no material differences in the computation of net capital between this audited report and the
unaudited Focus Report at December 31, 2003 and 2002. (Part IA-Form X-17A-5})



Martaews, Carter ano Bovc, p.c.

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report on Internal Control

Managing Member
Mercator Securities LLC
Reston, Virginia

In planning and performing our audit of the financial statements and supplemental schedules of
Mercator Securities LLC as of and for the years ended December 31, 2003 and 2002, we considered
its internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by Rule 17a-5)(g)(1) of the Securities Exchange Commission {SEC), we have made a
study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making the
periodic computations of aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-
3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company in any
of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by Rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fuifilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related
costs of controls and of the practices and procedures referred to in the preceding paragraph and to
assess whether those practices and procedures can be expected to achieve the SEC’s above-
mentioned objectives. Two of the objectives of internal control and the practices and procedures are
to provide management with reasonable but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized use or disposition and that
transactions are executed in accordance with management’s authorization and recorded properly to
permit the preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America. Rule 17a-5(g} lists additional objectives of the practices
and procedures listed in the preceding paragraph.

-10-
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Independent Auditor's Report on Internal Control (Continued)

Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of the
specific internal control components does not reduce to a relatively low level the risk that error or
fraud in amounts that would be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. However, we noted no matters involving internal control, including control
activities for safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that
do not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices
and procedures were adequate at December 31, 2003 and 2002, to meet the SEC’s objectives.

This report is intended solely for the use of the Board of Directors, management and the SEC and
other regulatory agencies that rely on Rule 17a-5(g} under the Securities Exchange Act of 1934 in

their reguiation of registered brokers and dealers, and is not intended to be and should not be used by
anyone other than these specified parties.

WM O Ry n

Fairfax, Virginia
February 5, 2004
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